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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Housing— Federal  Housing 
Commissioner 

24  CFR  Part  255 

[Docket  No.  R-78>574] 

Coinsurance  for  Private  Mortgage 
Lenders 

agency:  OfHce  of  the  Assistant 
Secretary  for  Housing — ^Federal  Housing 
Commissioner,  HUD. 

ACTION:  Final  rule. 

summary:  The  Department  hereby 
amends  24  CFR  by  adding  a  new  Part 
255,  entitled  "Coinsurance  for  Private 
Mortgage  Lenders."  Part  255  authorizes 
within  the  Section  223(f)  program 
(providing  for  FHA  insurance  of  a 
mortgage  executed  in  connection  with 
the  purchase  of  or  reRnancing  of  an 
existing  multifamily  project)  a  delegated 
processing  vehicle  enabling  supervised 
lenders  to  write  new  mortgages  on 
existing  housing  in  neighborhoods 
within  their  service  areas  and  thereby 
foster  preservation  of  the  rental  housing 
stock. 

EFFECTIVE  DATE:  August  26, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 

George  O.  Hipps,  Office  of  Multifamily 
Development,  451  7th  Street,  SW., 
Washington,  D.C.  20410,  (202)  755-5720. 
(This  is  not  a  toll-free  number.) 
SUPPLEMENTARY  INFORMATION:  On 
September  26, 1978,  the  Department 
published  in  the  Federal  Register  (43  FR 
43676),  a  proposed  rule  to  revise  24  CFR 
by  adding  a  new  Part  255  entitled 
“Coinsurance  for  Private  Mortgage 
Lenders.”  The  rule  would  implement  a 
coinsurance  program  limited  solely  to 
mortgage  loans  by  depository 
institutions  to  fmance  the  purchase  or 
refinancing  of  existing  multifamily  rental 
projects  under  authority  of  Section  223(f) 
of  the  National  Housing  Act,  as 
amended.  The  Secretary  of  HUD  may 
coinsure  mortgage  loans  pursuant  to  the 
demonstration  program  of  section  244  of 
the  National  Housing  Act,  provided  that 
the  lender  1)  assumes  a  percentage  of 
any  loss  and  2)  carries  out  (subject  to 
HUD  review)  such  credit  approval, 
appraisal,  inspection,  commitment, 
property  disposition  or  other  functions 
as  the  Secretary  approves.  Interested 
parties  were  given  until  November  13, 
1978,  to  submit  written  comments. 

A  total  of  15  comments  were  received 
in  response  to  this  publication.  These 
comments  for  the  most  part  contained 


lengthy  substantive  and  technical 
suggestions  for  revisions.  The  views 
expressed  were  those  of  trade 
associations  (representing 
homebuilders,  thrift  institutions, 
realtors,  and  mortgage  bankers), 
individual  lending  institutions,  and 
apartment  owners,  as  well  as  those  of 
the  Federal  National  Mortgage 
Association,  the  Advisory  Council  on 
Historic  Preservation,  the  New  York 
City  Department  of  Housing 
Preservation  and  Development,  and  a 
private  consultant  firm. 

With  the  exception  of  three  major 
changes — to  be  discussed  below — and 
several  technical  modifications,  the  final 
rule  retains  the  basic  program  design  as 
published  for  comment.  This  disposition 
of  the  many  thoughtful  proposals 
considered  should  not  be  interpreted  as 
a  total  rejection  of  commentors*  views. 
The  program  must  be  seen  for  what  it 
is — an  experimental  effort  at  innovative 
mortgage  financing.  The  regulatory  and 
procedural  framework  will  evolve  and 
change  in  response  to  operating 
experience  and  the  needs  of  program 
users  and  beneficiaries.  The  Department 
will  monitor  closely  the  progress  of  the 
program  and  would  welcome  a 
continuing  dialog  with  all  concerned 
parties  concerning  the  potential 
desirability  of  modifications. 

This  final  rule  makes  three  important 
substantive  changes  in  response  to  the 
preponderance  of  the  public  comments 
received. 

(1)  By  insertion  of  a  new  §  255.208 
loans  already  in  lenders’  portfolios  are 
made  eligible  for  refinancing  under 
Section  223(f).  This  revision  is  so  tightly 
drawn  that  it  may  not  fully  satisfy  its 
proponents  among  the  commentators.  It 
requires  that  portfolio  loans  submitted 
for  insurance  must  be  current  and  not  in 
default,  modification  or  forbearance  for 
the  preceding  two  years.  HUD  reserves 
the  right  to  review  before  commitment 
the  lender’s  processing  as  to  property 
value  and  mortgage  amount.  In  order  to 
prevent  this  precommitment  review  from 
creating  immediate  processing  backlogs, 
portfolio  cases  may  not  exceed  one- 
fourth  of  a  lender’s  total  loans  coinsured 
each  year.  Thus,  three  out  of  four 
Section  223(f)  loans  will  be  new  cases 
processed  by  the  coinsuring  lender 
without  HUD  precommitment 
involvement.  The  Department’s  concern 
is  that  the  new  program  not  become  a 
dumping  ground  for  the  low  quality 
loans  in  lender’s  portfolios,  i.e.,  those 
loans  in  which  the  lender’s  share  of 
coinsurance  losses  upon  insurance  claim 
settlement  would  not  be  as  great  as  the 
lender’s  loss  in  disposing  of  the 
underlying  property  on  its  own,  without 


insurance.  The  restrictions  of  §  255.208 
are  intended  to  prevent  such  a  result.  At 
the  same  time,  the  Department  can  find 
no  credible  basis  for  arbitrarily 
excluding  all  existing  portfolio  loans 
from  Section  223(f)  coinsurance.  To  do 
so  would  in  a  sense  penalize  lending 
institutions  for  their  previous  activity  in 
providing  conventional  financing  to 
older  urban  neighborhoods.  The 
program  should  be  available  to 
refinance  sound  portfolio  loans  on 
housing  in  which  the  project  life  can  be 
extended  through  provision  of  section 
223(f)  financing. 

(2)  Sale  of  whole  loans  or 
participation  interests  to  purchasers  not 
eligible  as  Section  223(f)  originators  is 
permitted  by  the  final  rule,  within  the 
general  regulatory  limitations  of 
§  203.7(a)(1)  of  24  CFR  Part  203, 
provided  that  the  originator  retains  its 
share  of  risk  and  possible  loss.  The  final 
rule  restricts  eligible  lenders  to 
supervised  depository  institutions  and 
permits  neither  reinsurance  nor  transfer 
of  the  originator’s  risk  of  possible  loss. 
The  originator  may  also  sell  to  another 
approved  coinsuring  mortgagee  or 
delegate  servicing  to  a  noneligible 
entity,  provided  that  it — the  originator — 
remains  obligated  for  its  share  of  risk. 

(S§  255.7,  255.104(a)(7)  and  255.106.) 

’The  comments  on  the  secondary 
market  restrictions  of  the  proposed  rule 
fell  into  two  categories.  One  group, 
namely  the  Mortgage  Bankers 
Association,  National  Association  of 
Home  Builders,  Federal  National 
Mortgage  Association,  and  a  mortgage 
company,  recommended  opening  up  the 
program  to  mortgage  bankers  as 
originators  with  access  to  their  normal 
secondary  market  channels. 

The  other  group  represented  the  views 
of  depository  lenders:  The  U.S.  League 
of  Savings  Associations,  National 
Association  of  Mutual  Savings  Banks, 
Savings  Bank  Association  of  New  York 
State,  First  National  Bank  of  Chicago, 
and  NYC  Community  Preservation 
Corporation.  They  favored  retaining  the 
eligible  mortgagee  criteria  but  permitting 
these  depository  lenders  greater 
flexibility  to  tap  other  sources  of  funds. 
Specific  suggestions  included  allowing 
the  originator’s  risk  portion  to  be 
transferred  to  or  partially  shared  with 
other  eligible  Section  223(f)  lenders,  and 
allowing  the  originator  to  sell  to 
noneligible  investors  participations  in 
the  85  percent  portion  which  is  fully 
insured  by  HUD. 

The  Department  will  examine  closely 
the  initial  progress  of  the  program  to 
ascertain  additional  sources  of 
financing  appear  necessary.  Any 
changes  in  present  restrictions  will  in  all 
probability  be  made  within  the  basic 
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program  structure  which  requires 
originators  to  retain  their  risk  share 
obligation  (without  reinsurance)  for  the 
duration  of  the  insurance  contract.  The 
final  rule  makes  it  clear  that  mortgage 
bankers  are  eligible  to  service  coinsured 
loans,  even  though  they  would  assume 
no  risk  nor  bear  any  coinsurance  loss. 

(3)  The  final  rule  deletes  §  255.6(c)  as 
it  appeared  in  the  proposed  rule.  With 
this  change,  the  Local  Rent  Control 
provisions  of  24  CFR  Part  403,  Subpart  B. 
are  made  applicable  to  Section  223(f) 
coinsured  projects,  thus  achieving 
consistency  with  the  Section  223(f)  full 
insurance  program. 

Several  commentors  suggested 
liberalization  of  the  coinsurance  risk 
sharing  and  mortgage  insurance 
premium  requirements,  so  that  lenders 
would  have  more  incentive  to 
participate.  Accordingly,  §  255.427(a)  of 
the  final  rule  reduces  the  insurance 
claim  deductible  from  8  percent  to  5 
percent.  The  Department  will 
periodically  review  these  requirements 
and  other  program  terms  and  revise  as 
justified  by  actuarial  analysis  of  default 
experience  and  insurance  risk  exposure. 
For  example,  consideration  may  be 
given  in  the  future  to  a  sliding  scale 
allocation  of  risk  in  which  percentage 
shares  could  be  adjusted  according  to 
dollar  amount  of  loss,  or  to  changes  in 
loan-to-value  ratios. 

Settlement  of  insurance  claims  has 
been  streamlined  by  elimination  of  the 
60  percent  claim  prepayment  process. 
This  was  originally  designed  for  a  State 
Agency  coinsurance  program.  State 
Agency  mortgagees  need  a  prepayment 
mechanism  in  order  to  match  project 
cash  flows  and  payments  to  bond 
holders.  However,  private  lenders  under 
Part  255  should  not  have  this  problem. 

With  respect  to  property 
requirements,  multifamily  projects  of  5 
or  more  dwelling  units,  instead  of  8  or 
more,  are  now  eligible  for  Section  223(f) 
coinsurance  (§  255.228(f))  in  accordance 
with  a  statutory  change  in  Section  207  of 
the  National  Housing  Act.  The  final  rule 
(§  255.229)  also  increases  from  10 
percent  to  20  percent  the  amount  of  total 
net  rentable  area  which  may  be  used  as 
commercial  space.  The  20  percent 
limitation  is  consistent  with 
departmental  policy  in  the  Section  223(f) 
full  insurance  program  (HUD  Handbook 
4565.1,  paragraph  l-4c.). 

The  Department  is  sensitive  to 
suggestions  that  the  present  lease-hold 
requirement,  specifying  a  lease  of  not 
less  than  75  years  to  run  from  the  date 
of  mortgage  execution,  is  overly 
restrictive.  No  change  is  incorporated  in 
this  rule,  because  the  issue  merits 
further  evaluation  in  the  broad  context 


of  all  HUD  multifamily  mortgage 
programs. 

The  final  rule  has  also  been  revised 
(§  255.423)  to  clarify  that  settlement  of 
insurance  claims  may  be  made  in  cash 
by  the  Department.  Lenders  do, 
however,  have  the  option  of  requesting 
payment  in  debentures,  which  will  be 
made  in  accordance  with  normal 
debenture  settlement  procedures. 

The  final  rule  deletes  all  references  to 
“initial-final”  endorsement.  The  modifier 
is  unnecessary,  since  the  Federal 
Housing  Commissioner  makes  only  one 
insurance  endorsement  upon  completion 
of  repairs  in  this  program  and  does  not 
insure  advances  during  construction. 

In  response  to  questions  raised  during 
the  public  comment  and  clearance 
process,  the  National  Historic 
Preservation  Act  applies  to  the  Section 
223(f)  coinsurance  program;  Section  504 
of  the  Rehabilitation  Act  of  1973  does 
not.  Projects  purchased  or  refinanced 
under  Section  223(f)  are  categorically 
exempt  from  HUD  environmental 
clearance  requirements.  (§  50.21(a)(14) 
of  Procedures  for  Protection  and 
Enhancement  of  Environmental  Quality, 
24  CFR  Part  50,  effective  December  27, 
1979.) 

A  Finding  of  Inapplicability  with 
respect  to  environmental  impact  has 
been  prepared  in  accordance  with  HUD 
Procedures  for  Protection  and 
Enhancement  of  Environmental  Quality. 
This  rule  has  been  evaluated  and  has 
been  found  not  to  have  major  economic 
consequences  for  the  general  economy 
or  for  individual  industries,  geographic 
regions  or  levels  of  government.  Copies 
of  the  Findings  are  available  for 
inspection  during  regular  business  hours 
in  the  Office  of  the  Rules  Docket  Clerk, 
Room  5218,  Office  of  the  General 
Counsel,  Department  of  Housing  and 
Urban  Development,  451  7th  Street,  SW., 
Washington,  D.C.  20410.  This  rule  is 
listed  and  referenced  as  H-38-78  in  the 
Department’s  semiannual  agenda  of 
significant  rules,  published  pursuant  to 
Executive  Order  12044. 

Accordingly,  Chapter  II  of  24  CFR  is 
amended  by  adding  a  new  Part  255,  to 
read  as  follows: 

PART  255— COINSURANCE  FOR 
PRIVATE  MORTGAGE  LENDERS 

Subpart  A— General  Provisions 

Sec. 

255.1  Purpose. 

255.2  Effect  of  implementation  of  program 
on  mortgage  market. 

255.3  Utilization  of  existing  multifamily 
insurance  authorities. 

255.4  Effect  of  availability  of  coinsurance  on 
insurance  otherwise  authorized. 


Sec. 

255.5  Efiect  of  availability  of  coinsurance  on 
flow  of  mortgage  credit  to  older, 
declining  areas. 

255.6  Safeguards  for  consumers. 

255.7  Definition  of  private  mortgage  lender. 

255.8  Definitions. 

Subpart  B— Approval  of  Private  Lender  as 
Coinsurer 

255.101  Review  of  operation  prior  to 
approval  as  coinsurer. 

255.102  Technical  review  prior  to  approval 
as  a  coinsurer. 

255.103  Duration  of  approval. 

255.104  Withdrawal  of  approval. 

255.105  Effect  of  withdrawal  or  suspension 
of  approval  as  a  coinsurer  on  insurance 
commitments  made  by  the^  coinsurer 
while  it  was  approved. 

255.106  Mortgage  servicing  and  obligations 
during  coinsurance  period. 

255.107  Required  regulatory  agreement  with 
mortgagors. 

Subpart  C— Eligibility  Requirements 
Applicable  to  Mortgages  Insured  Under 
Section  207  Pursuant  to  Section  223(f) 

255.201  Application. 

255.202  Application  fees,  inspection  fees, 
and  service  charges. 

255.203  Processing  and  commitment. 

Eligible  Mortgages 

255.208  Refinancing  of  mortgages  in 
portfolio. 

255.209  Mortgage  provisions. 

255.210  Mortgage  lien  and  other  obligations. 

255.211  Maximum  mortgage  amounts. 

255.212  Maturity. 

255.213  Payment  requirements. 

255.214  Maximum  mortgage  interest  rate. 

255.215  Mortgage  to  cover  entire  property. 

255.216  Covenant  for  hazard  insurance. 

255.217  Soundness  of  project. 

255.218  Accumulation  of  accruals. 

255.219  Application  of  mortgage  payments. 

255.220  Prepayment  privileges. 

255.221  Late  charges. 

Supervision  of  Mortgagors 

255.222  In  general. 

255.223  Required  supervision  of  private 
mortgagors. 

255.224  Non-discrimination  in  housing. 

255.225  Discrimination  in  employment. 

255.226  Covenant  regarding  use  of  property. 

Property  Requirements 

255.227  Eligibility  of  property. 

255.228  Development  of  property.  ‘ 

255.229  Commercial  facilities. 

Title 

255.230  Eligibility  of  title. 

255.231  Title  evidence. 

Cost  Certification  Requirements 

255.232  Agreement  to  certify  cost 
requirements. 

255.233  Reserved. 

255.234  Reserved. 

255.235  Certificate  of  actual  cost — contents 
in  general. 

255.236  Reserved. 

255.237  Reserved. 

255.238  Reserved. 

255.239  Reduction  in  mortgage  amount. 
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Sec. 

255.240  Requisites  of  certification  of  actual 
costs. 

255.241  Cost  certirication  incontestable. 

Subpart  D— Contract  Rights  and 
Obligations 

255.401  Insurance  of  mortgage. 

Mortgage  Insurance  Premiums 

255.402  Amount  of  MIP  to  be  collected  from 
the  mortgagor. 

255.403  Methods  of  payment  of  MIP. 

255.404  Annual  payment  of  MIP  on  a  level 
percentage  of  the  declining  principal 
balance. 

255.405  Duration  of  MIP. 

255.406  Pro  rata  payment  of  annual  MIP. 

255.407  Late  charge-payment  of  MIP. 

Default  Under  the  Mortgage 

255.410  Definition  of  default. 

255.411  Date  of  default. 

255.412  Notice  of  default. 

255.413  Reinstatement  of  defaulted 
mortgage. 

255.414  Forbearance  relief. 

Termination 

255.415  Termination  of  coinsurance 
contract. 

255.416  Notice  and  date  of  termination  by 
Commissioner. 

255.417  Effect  of  termination. 

Claim  Procedure 

255.420  Acquisition  of  property. 

255.421  Deed  in  lieu  of  foreclosure. 

255.422  Notice  to  Commissioner. 

Payment  of  Insurance  Benefits 

255.423  Method  of  payment 

255.424  Disposition  of  property  and 
application  for  insurance  benefits. 

255.425  Amoimt  of  payment 

255.426  Items  included  in  payment. 

255.427  Items  deducted  from  payment. 

Amendments 

255.428  Effect  of  amendments. 

Authority:  Section  244  of  the  National 

Housing  Act  12  U.S.C.  17152(9). 

Subpart  A— General  Provisions 

§  255.1  Purpose. 

(a)  Section  307  of  the  Housing  and 
Community  Development  Act  of  1974 
amended  the  National  Housing  Act  by 
adding  a  new  section  244  entiUed, 
“Coinsurance.”  Section  244  authorizes 
the  Secretary  of  Housing  and  Urban 
Development  to  insure  and  make  a 
commitment  to  insure,  under  any 
provision  of  title  II  of  the  National 
Housing  Act,  any  mortgage  otherwise 
eligible  for  insurance  under  such 
provisions,  pursuant  to  a  coinsurance 
contract  providing  that  the  lender  will 

(1)  assume  a  percentage  of  any  loss  and 

(2)  carry  out  (subject  to  audit,  exception, 
or  review  requirements)  such  credit 
approval,  appraisal,  inspection, 
commitment,  property  disposition  or 
other  functions  as  the  Secretary 
approves. 


(b)  Section  311  of  the  Housing  and 
Community  Development  Act  of  1974 
also  added  a  new  section  223(f)  to  the 
National  Housing  Act.  Section  223(f) 
authorizes  the  Secretary  to  insure  a 
mortgage  executed  in  connection  with 
the  purchase  or  reHnancing  of  an 
existing  multifamily  project 

(c)  It  is  intended  that  a  demonstration 
coinsurance  program  under  section  244 
to  provide  insured  financing  or 
refinancing  for  existing  housing  will 
assist  in  the  conservation  of 
neighborhoods  and  existing  housing 
resources.  By  placing  some  of  the  risks, 
which  HUD  now  assumes  when  insuring 
mortgages  on  approved  private 
mortgage  lenders,  the  demonstration 
program  authorized  by  section  244  could 
help  to  assure  more  careful  initial 
evaluation  of  existing  projects  by 
lenders  who  are  willing  to  accept  some, 
but  are  unwilling  to  accept  all,  of  the 
risk  of  mortgage  lending  for  rental 
housing  projects.  It  could  also  make 
feasible  assumption  by  lenders  of  the 
processing  responsibilities  incidental  to 
a  mortgage  insurance  program  and 
perhaps  reduce  the  present  length  of 
time  required  to  approve  applications 
for  mortgage  insurance. 

(d)  Congress,  in  enacting  section  307 
of  the  Housing  and  Community 
Development  Act  of  1974,  which 
authorized  the  program  which  would  be 
implemented  by  this  part,  made  clear 
that  it  was  concerned  that 
implementation  of  this  program  not 
disrupt  the  mortgage  market  or  reduce 
the  availability  of  mortgage  credit  to 
borrowers  who  depend  on  mortgage 
insurance  authorized  under  provisions 
of  the  National  Housing  Act  other  than 
section  244.  The  Congress  also  indicated 
its  concern  that  in  delegating  mortgage 
insurance  processing  duties  to  lenders, 
physical  inspections  of  dwelling  units  be 
continued  in  accordance  with  the  same 
standards  used  under  the  regular  FHA 
program.  To  accord  with  these  concepts, 
this  part  sets  forth  Department's 
regulations  describing  a  coninsurance 
program  for  mortgages  on  existing 
multifamily  projects  underwritten  by 
private  mortgage  lenders. 

(e)  In  recognition  of  the  capabilities  of 
private  lenders,  these  regulations  vest 
the  maximum  amoimt  of  processing 
responsibilities  with  these  lenders  and 
to  the  maximum  extent  permissible 
under  the  statutes  authorizing  this 
program,  permit  these  lenders  to  retain 
autonomy  in  their  underwriting 
practices. 

(f)  The  authority  for  the  program  to  be 
implemented  by  this  part  expires  on 
September  30, 1980.  No  mortgage  shall 
be  insured  pursuant  to  this  part  after  the 
Secretary’s  authority  to  insure  pursuant 


to  this  part  shall  have  expired  except 
pursuant  to  a  commitment  to  insure 
made  before  that  date. 

§  255.2  Effect  of  implementation  of 
program  on  mortgage  market 

Section  244  of  the  National  Housing 
Act  requires  that  no  contract  of 
coinsurance  will  be  entered  into  under 
this  part  until  the  Secretary  has,  after 
due  consultation  with  the  mortgage 
lending  industry,  determined  that  the 
program  described  in  this  part  will  not 
disrupt  the  mortgage  market  or  reduce 
the  availability  of  mortgage  credit  to 
borrowers  who  depend  upon  mortgage 
insurance  provided  under  provisions  of 
the  National  Housing  Act  other  than 
section  244.  The  mortgage  lending 
industry  has  received  adequate 
opportunity  through  the  public  comment 
period  which  was  devoted  to  these 
regulations  when  proposed  to  make  its 
views  known  and  the  issuance  of  these 
regulations  shall  be  considered  a 
determination  that  no  adverse  effects  on 
the  mortgage  market  are  reasonably 
predictable  from  such  an  issuance.  The 
Department  intends,  however,  to 
continously  monitor  the  impact  of  this 
program  and  to  consider  evidence 
submitted  at  any  time  which  would  tend 
to  suggest  that  disruptions  in  the 
mortgage  market  or  reduced  availability 
of  mortgage  credit  to  borrowers  are 
causally  related  to  the  availability  of 
coinsurance  under  this  part. 

§  255.3  Utilization  of  existing  multifamily 
insurance  authorities. 

Mortgages  for  multifamily  projects 
which  meet  the  requirements  for 
eligibility  of  this  part  shall  be  insured 
under  section  207  pursuant  to  section 
223(f)  and  pursuant  to  section  244  of  the 
National  Housing  Act  and  the 
regulations  implementing  those  sections 
as  set  forth  in  this  part. 

§  255.4  Effect  of  availability  of 
coinsurance  or  insurance  otherwise 
authorized. 

No  insurance  authorized  under  any 
provision  of  the  National  Housing  Act 
other  than  section  244  of  that  Act  shall 
be  withdrawn,  denied,  or  delayed  by 
reason  of  the  availability  of  insurance 
under  the  program  authorized  by  this 
part. 

§256.5  Effect  of  availability  of 
coinsurance  on  flow  of  mortgage  credit  to 
older,  declining  areas. 

Insurance  will  continue  to  be 
available  under  this  part  only  to  the 
extent  the  Secretary  has  determined  that 
the  availability  of  insurance  authorized 
by  this  part  does  not  adversely  affect 
the  flow  of  mortgage  credit  to  older,  and 
lower-cost  housing.  Insurance 
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authorized  by  this  part  will  not  be 
available  for  mortgages  on  properties 
which  are  eligible  to  be  insured  solely 
pursuant  to  the  authority  of  section 
223(e)  of  the  National  Housing  Act 

S  255.6  Safeguards  for  consumers. 

(a)  The  inspection  of  repairs  and 
improvements  on  projects  covered  by 
mortgages  approved  for  coinsurance 
prior  to  the  beginning  of  repairs  under 
this  part  shall  be  conducted  in 
accordance  with  the  intent  of  the 
standards  and  criteria  set  forth  in 
subpart  S  of  part  200  of  this  chapter  and 
used  with  respect  to  dwelliivgs  or 
projects  approved  for  mortgage 
insurance  under  provisions  of  title  II  of 
the  National  Housing  Act  other  than 
section  244. 

(b)  Principals  in  projects  proposed  to 
be  financed  with  mortgages  insured 
under  this  part  shall  comply  with  the 
Previous  Participation  Review  and 
Clearance  Procedure  of  SS  200.210- 
200.218  of  24  CFR  Part  200. 

(c)  The  Secretary  is  responsible  for 
compliance  with  the  National  Historic 
Preservation  Act,  to  the  extent 
applicable  to  properties  repaired  with 
mortgage  financi^  pursuant  to  this  part 

S  255.7  Definition  of  private  lender. 

To  be  an  eligible  mortgagee  imder  this 
part  die  institution  must  be  a  savings 
bank,  a  savings  and  loan  association,  a 
commercial  bank,  or  other  such 
depository  institution  whose  deposits 
are  insured  by  the  Federal  Deposit 
Insurance  Corporation,  by  the  Federal 
Savings  and  Loan  Insurance 
Corporation,  or  by  an  agency  or 
instrumentality  of  a  State:  or  any  not* 
for-profit  corporation  established  and 
wholly-owned  or  controlled  by  any  such 
insured  depository  institutions. 

S  255.6  Definidons. 

As  used  in  this  subpart  the  following 
terms  shall  have  the  meaning  indicated: 

(a)  “Commissioner”  means  the 
Federal  Housing  Commissioner. 

(b)  “Act”  means  the  National  Housing 
Act,  as  amended. 

(c)  “Mortgage"  means  such  a  first  lien 
upon  real  estate  and  other  property  as  is 
commonly  given  to  secure  advances  on, 
or  the  unpaid  purchase  price  of,  real 
estate  under  the  laws  of  the  State, 
district,  or  territory  in  which  the  real 
estate  is  located,  together  with  the  credit 
instruments,  if  any,  secured  thereby. 

(d)  “Insured  mortgage”  means  a 
mortgage  which  has  been  insured  by  the 
endorsement  of  the  mortgage  note 
pursuant  to  this  part  by  the 
Commissioner,  or  his  duly  authorized 
representative. 


(e)  “Contract  of  coinsurance”  means 
the  agreement  between  the  private 
lender  and  the  Commissioner  for  the 
coinsurance  of  a  mortgage  evidenced  by 
the  endorsement  of  a  mortgage  note  by 
the  Commissioner  and  includes  the 
terms,  conditions  and  provisions  of  this 
part  and  of  the  National  Housing  Act 

(f)  “Mortgagor”  means  the  original 
borrower  under  a  mortgage  and  its 
successors  and  such  of  its  assigns  as  are 
approved  by  the  Commissioner. 

(g)  “Mortgage  insurance  premium” 
means  the  mortgage  insurance  premiiun 
paid  by  the  lender  to  the  Commissioner 
in  consideration  of  the  contract  of 
insurance. 

Subpart  B— Approval  of  Private  Lender 
as  Coinsurer 

§  255.101  Review  of  operation  prior  to 
approval  as  coinsurer. 

Approval  of  a  private  lender  as 
defined  in  S  255.7,  as  a  coinsurer  of 
mortgage  loans,  eligible  to  underwrite 
and  service  mortgages  on  multifamily 
projects  for  coinsurance,  will  be  made 
for  lenders  who  have  requested 
approval  and  who  are  currently 
approved  as  mortgagees  under  the 
provisions  of  §S  203.2  or  203.4  of  this 
chapter,  after  a  review  of  the  lender’s 
operations  by  HUD  as  prescribed  in 
§255.102  of  this  part 

§  255.102  Technical  review  pHor  to 
approval  as  a  coinsurer. 

A  lender’s  technical  staff  and 
procedures  must  undergo  a  review  by 
the  Commissioner  prior  to  being 
approved  as  a  coinsurer.  This  review 
shall  include  an  on-site  evaluation  of  the 
lender’s  operations,  specifically, 
adequacy  of  technical  staff,  procedures 
for  screening  and  processing 
applications  for  mortgage  insurance,  and 
capability  to  service  such  mortgages, 
supervise  project  management  and  carry 
out  property  disposition.  As  part  of  this 
review,  the  following  special 
requirements  are  necessary  for 
certiHcation  as  an  approved  coinsurer 
eligible  to  underwrite  mortgages  for 
multifamily  projects  under  this  part: 

(a)  It  shall  provide  a  written  opinion 
of  its  Counsel  that  it  has  the  necessary 
powers  to  participate  in  the  program 
authorized  under  this  part; 

(b)  It  shall  submit  such  evidence  as 
the  Commissioner  may  require  regarding 
a  net  worth,  surplus  accounts,  equity 
capital  or  other  similar  category 
satisfactory  to  the  Commissioner  of  at 
least  $1,000,000,  and  evidence  that  its 
assets,  which  must  be  acceptable  to  the 
Commissioner,  are  properly 
proportioned  to  its  liabilities  and  are 


adequate  for  the  character  and  extent  of 
its  intended  operations*. 

(c)  it  shall  submit  evidence  to  the 
Commissioner  that  it  has  the  ability, 
either  through  technical  staff  employed 
by  it,  or  through  contracts  with  persons 
not  on  the  lender’s  staff,  for  discharging 
full  mortgage  underwriting,  servicing, 
and  management  and  property 
disposition  functions  in  a  manner  which 
is  consistent  with  the  requirements  of 
this  part. 

(d)  It  shall  submit  to  periodic  auditing 
and  review  by  the  Commissioner,  the 
Inspector  General  or  the  Comptroller 
General  of  the  United  States  with 
respect  to  its  participation  in  the 
program  authorized  by  this  part. 

(e)  It  shall  submit  its  most  recent 
detailed  audit  report  of  its  books  made 
by  an  independent  certified  public 
accountant  selected  in  accordance  with 
applicable  State  law  or  procedures,  or 
by  an  independent  public  accountant 
licensed  by  a  regulatory  authority  of  a 
State  or  other  political  subdivision  on  or 
prior  to  December  31, 1970.  The  audit 
may  be  supplemented  by  such 
additional  information  as  the 
Commissioner  shall  request; 

(f)  It  shall  file  with  the  Commissioner 
similar  annual  audits  (1)  within  such 
period  of  time  required  pursuant  to 
applicable  State  law  and  procedures  or 
(2)  within  75  days  of  the  closing  of  its 
fiscal  year  so  long  as  it  continues  as  an 
approved  lender, 

(g)  It  shall  promptly  notify  the 
Commissioner  of  any  adjustments  in  its 
processing  procedures  which  take  place 
after  its  certification  as  an  approved 
lender  and  shall  make  no  adjustments  in 
its  processing  procedures  that  are 
inconsistent  with  the  requirements  of 
this  part; 

(h)  It  shall  have  in  its  immediate 
employ  a  technical  staff  consisting  of 
in^viduals  who  are  knowledgeable  in 
the  areas  of  construction,  underwriting 
and  the  management  and  disposition  of 
multifamily  projects: 

(i)  It  shall  have  in  its  immediate 
employ  staff  with  sufficient  professional 
and  technical  competence  to  monitor  the 
performance  including  fiaud,  waste,  and 
mismanagement,  of  any  woric  it 
contracts  to  have  done  by  persons  not  in 
the  lender’s  employ  such  as  appraisals, 
cost,  credit  analysis,  architectural, 
engineering  and  management  services; 

0)  All  appraisers  assigned  by  the 
lender  to  determine  the  value  of 
properties  intended  to  serve  as  security 
for  coinsured  mortgages  must  adhere  to 
minimum  standards  of  education  and 
experience  established  by  the 
Commissioner; 

(k)  It  shall  file  with  the  Commissioner 
satisfactory  proof  that  it  has  the 
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capacity  to  service  mortgages  coinsured 
pursuant  to  this  part 

(1)  It  shall  abide  by  all  applicable 
requirements  issued  by  the 
Commissioner  for  discharging  its 
mortgage  underwriting,  servicing,  and 
management  and  property  disposition 
functions  pursuant  to  this  part 

§  255.103  Duration  of  approval. 

Initial  certification  of  a  private  lender 
as  an  approved  coinsurer  under 
§  255.102  of  this  part  will  be  valid  until 
the  Secretary’s  authority  to  coinsure 
pursuant  to  this  part  shall  have  expired, 
unless  such  approval  is  withdrawn 
pursuant  to  the  provisions  of  §  255.104  of 
this  part.  A  temporary  lapse  in  the 
Secretary's  authority  to  coinsure  shall 
not  terminate  lenders’  approved 
coinsurer  status.  However,  lenders  are 
responsible  during  such  periods  for 
suspending  issuance  of  commitments, 
extension  of  commitment  periods, 
reopening  of  expired  commitments,  and 
mortgage  modifications. 

§  255.104  Withdrawal  of  approval. 

(а)  Except  as  provided  in  S  255.105, 
the  Commissioner  may  refrain  from 
endorsing  a  credit  instrument  for 
mortgage  insurance  authorized  by  this 
part  with  respect  to  any  project 
proposed  for  coinsurance  by  a  private 
lender  which  has  been  given  written 
notice  by  the  Commissioner  that  its 
approval  as  a  coinsurer  under  this  part 
has  been  suspended  or  withdrawn. 
Certincation  as  an  approved  lender 
under  this  part  may  be  suspended  or 
withdrawn  pursuant  to  the  provisions  of 
part  24  of  this  title  for  any  of  the 
following  causes: 

(1)  Failure  to  maintain  satisfactory 
capital  funds  or  structure: 

(2)  Failure  to  perform  underwriting, 
servicing,  or  management  and  property 
disposition  functions  consistent  with  the 
requirements  of  this  part; 

(3)  Failure  to  discharge  its 
responsibilities  under  a  coinsurance 
contract: 

(4)  Failure  to  segregate  all  escrow 
funds  received  from  mortgagors  on 
account  of  ground  rents,  taxes, 
assessments  and  insurance  premiums, 
and  to  deposit  such  fimds  to  a  special 
account  or  accounts; 

(5)  Use  of  escrow  funds  for  any 
purpose  other  than  that  for  which  they 
were  received; 

(б)  Payment  by  the  lender  of  any  fee, 
kickback,  or  other  consideration, 
directly  or  indirectly,  in  connection  with 
any  insured  mortgage  transaction  or 
transactions  to  any  person  including  an 
attorney,  escrow  agent,  title  company, 
consultant,  mortgage  broker,  seller, 
builder,  or  real  estate  agent  if  such 


person  has  received  any  other  payment 
or  other  consideration  from  the 
mortgagor,  the  seller,  the  builder,  or  any 
other  person  for  services  related  to  such 
transaction  or  transactions  or  from  or 
related  to  the  purchase  or  sale  of  the 
mortgaged  property,  except  that 
compensation  may  be  paid  for  the  actual 
performance  of  such  services  as  may  be 
approved  by  the  Commissioner. 

(7)  Such  other  reasons  as  the 
Commissioner  determines  to  be  justified 
in  accordance  with  Part  24  of  this  title, 
by  action  of  the  agency  review  board  in 
accordance  with  Part  25  of  this  title  or 
S  203.7  of  this  chapter. 

(b)  A  principal  whose  participation  in 
a  proposed  project  has  been 
disapproved  and  whose  request  for 
reconsideration  has  resulted  in 
confirmation  of  the  disapproval  may 
appeal  under  §  24.10  of  this  title. 

S  255.105  Effects  of  withdrawal  or 
suspension  of  approval  as  a  coinsurer  on 
Insurance  commitments  made  by  the 
coinsurer  while  It  was  approved. 

Withdrawal  suspension,  or 
termination  of  a  private  lender  as  an 
approved  coinsurer  under  this  part  will 
not  affect  any  mortgage  insurance 
commitments  issued  or  the  insurance  of 
any  mortgages  accepted  for  insurance 
while  the  lender  was  an  approved 
coinsurer. 

§  255.106  Mortgage  servicing  and 
obligations  during  coinsurance  period. 

Servicing  functions  during  the  period 
when  the  Commissioner  is  a  coinsurer  of 
the  mortgage  shall  be  performed  only  by 
the  lender,  except  that  the  lender  may 
elect  to  delegate  servicing  to  another 
entity  if  the  lender  retains  its  obligations 
under  this  part.  This  servicing  entity 
need  not  be  an  eligible  mortgagee  as 
defined  in  §  255.7  supra,  but  must  be  a 
HUD  approved  mortgagee  pursuant  to 
Subpart  A,  §§  203.1-203.10.  The  lender  is 
required  to  inform  the  Department  of 
any  servicing  transfers,  and  may  be 
required  to  rescind  any  servicing  so 
delegated  if  such  servicing  is 
unsatisfactory  to  HUD.  During  the 
coinsurance  period  the  lender  may  not 
transfer  its  risk  of  loss  which  would 
result  from  default  of  a  coinsured 
mortgage  through  reinsurance  or 
otherwise. 

§  255.107  Required  regulatory  agreement 
with  mortgagors. 

(a)  The  lender  and  the  mortgagor  shall 
effect  an  agreement  whereby  the 
mortgagor,  as  further  consideration  for 
the  making  of  the  mortgage  loan, 
contracts  with  the  lender  that  it  will 
fuinil  the  provisions  of  subpart  C, 

§§  255.222  through  255.226.  Such 
regulation  or  restriction  will  be  in  the 


form  of  a  regulatory  contract  between 
the  mortgagor  and  the  lender  which 
shall  be  responsible  for  enforcing  the 
provisions  of  the  regulatory  contract 

(b)  The  lender  may  regulate  and 
restrict  the  mortgagor,  as  long  as  the 
Commissioner  and  the  lender  are 
coinsurers  of  the  mortgage,  on  such 
other  matters  as  may  be  required  by  the 
lender  as  conditions  for  lending  which 
do  not  conflict  with  the  requirements  of 
the  Commissioner  imder  this  part,  as 
determined  by  the  Commissioner. 

Subpart  C— Eligibility  Requirements 
Applicable  to  Mortgages  Insured 
Under  Section  207  Pursuant  to  Section 
223(f) 

$255,201  Application. 

The  application  for  a  commitment  to 
make  a  coinsiired  mortgage  loan  on  a 
project  shall  be  submitted  to  the  lender, 
as  agent  for  the  Secretary,  by  the 
sponsor  of  such  project  accompanied  by 
such  exhibits  as  may  be  required  by  the 
lender  to  enable  the  lender  to  comply 
with  requirements  for  coinsurance  of  the 
mortgage  established  under  this  part. 

S  255.202  Application  fees,  inspection 
fees,  and  service  charges. 

The  lender  may  collect  from  the 
mortgagor  such  application  fees, 
inspection  fees,  and  initial  service 
charges  as  it  may  require  to  reimburse 
itself  for  the  cost  of  processing  an 
application,  conducting  inspections,  and 
closing  a  mortgage  transaction.  In  no 
event  will  the  total  fees  be  permitted  to 
exceed  those  allowed  in  the  fully- 
insured  section  223(f)  program. 

S  255.203  Procassing  and  commitment 

The  lender  shall,  as  agent  for  the 
Secretary,  perform  all  of  the  processing, 
including  the  issuance  of  both 
conditional  and  firm  commitments,  and 
make  all  of  the  determinations  of  the 
eligibility  of  a  mortgage  for  coinsurance 
under  this  part.  The  firm  commitment  to 
insure  upon  completion  shall  be 
effective  for  90  days.  The  term  of  the 
commitment  may  be  extended  or  may  be 
amended  in  such  a  manner  as  the  lender 
may  prescribe  from  time  to  time 
pursuant  to  an  application  to  the 
Commissioner  for  such  extension  or 
amendment  of  said  commitment,  which 
application  shall  be  acted  upon  by  the 
Commissioner  and  returned  to  the 
lender  promptly  after  receipt  thereof.  An 
expired  commitment  may  be  reopened  if 
a  request  for  reopening  is  received  by 
the  lender  from  die  mortgagor  within  90 
days  of  the  expiration  of  the 
commitment  and  the  Commissioner  shall 
act  upon  the  application  for  reopening  of 
such  expired  commitment  in  the  manner 
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prescribed  for  amendment  or  extension 
of  commitments  herein  above  set  forth. 

Eligible  Mortgages 

§  255.208  Refinancing  of  mortgages  in 
portfoUo. 

The  Commissioner  may  coinsure 
mortgages  refinancing  loans  already 
held  in  an  approved  lender’s  portfolio, 
provided  that  (a)  the  loan  is  current  in 
payments  and  has  not  been  in  default 
modification,  or  forbearance  at  any  time 
during  a  continuous  period  of  at  least 
two  years  preceding  the  date  of 
insurance  application;  (b)  such  portfolio 
loans  of  an  approved  lender  do  not 
exceed  one-fourth  of  the  total  number  of 
loans  submitted  by  that  approved  lender 
for  coinsurance  pursuant  to  this  part  in 
any  period  of  twelve  consecutive 
months;  cuid  (c)  the  Commissioner 
retains  discretion  to  review  prior  to 
commitment  the  lender’s  property 
appraisal  and  mortgage  credit  analysis 
with  respect  to  such  transactions. 

$  256.209  Mortgage  provisions. 

'The  mortgage  shall  be: 

(a)  Executed  on  a  form  approved  by 
the  Commissioner  for  use  in  the 
jurisdiction  in  which  the  property 
covered  by  the  mortgage  is  situated, 
which  form  shall  not  be  changed 
without  the  prior  written  approval  of  the 
Commissioner. 

(b)  Executed  by  a  mortgagor  with  the 
qualifications  as  provided  by  this 
subpart 

(c)  A  first  lien  on  property  that 
conforms  with  the  intent  of  the  property 
standards  prescribed  by  the 
Commissioner. 

§  255.210  Mortgage  Men  and  other 
obllgationa. 

A  mortgagor  shall  certify  at  ^ 
endorsement  of  the  loan  for  insurance 
and  the  lender  shall  determine  that: 

(a)  The  property  covered  by  the 
mortgage  is  frae  and  clear  of  all  liens 
other  than  the  insured  mortgage  and 
such  other  liens  as  may  be  approved  by 
the  lender,  in  accordance  with 
standards  established  by  the 
Commissioner.  Liens  other  than  the 
insured  mortgage  which  may  be 
approved  (other  than  liens  of  taxes  and 
assessments  of  the  State  or  subdivisions 
of  the  State  not  yet  due  and  payable,  or 
ground  rents)  may  not  have  under 
applicable  law  a  priority  equal  or 
superior  to  the  insured  mortgage. 

(b)  There  will  not  be  outstanding 
unpaid  obligations  contracted  for  in 
connection  with  the  mortgage 
transaction,  the  purchase  of  the 
mortgage  property,  or  the  repairs  and 
improvements  to  the  project,  except 
obligations  approved  by  the  lender,  in 


accordance  with  standards  established 
by  the  Commissioner.  Obligations  of  the 
mortgagor  shall  be  approved  by  the 
lender  under  this  section  only  d  such 
obligations  are  determined  by  the  lender 
to  be  of  a  lesser  priority  for  payment 
than  the  obligation  of  the  insured 
mortgage. 

(c)  When  a  loan  is  made  to  finance  the 
purchase  of  an  existing  multifamily 
housing  project,  the  mortgagor  may  not 
have  any  additional  obligations  in 
connection  with  the  transaction  which 
exceed  the  lesser  of: 

(1)  Seven  and  one-half  percent  of  the 
lender’s  estimate  of  value  as  defined  in 
S  225.211(b),  or 

(2)  seven  and  one-half  percent  of  the 
cost  of  acquisition  as  defined  in 

§  255.211(d). 

(d)  When  a  loan  is  made  to  refinance 
an  existing  multifamily  housing  project, 
the  mortgagor  may  not  have  any 
additional  obligations  in  connection 
with  the  transaction  which  exceed  the 
lesser  of: 

(1)  Seven  and  one-half  percent  of  the 
lender’s  estimate  of  value,  or 

(2)  Fifty  percent  of  the  difference 
between  the  cost  to  refinance  as  defined 
in  §  255.211(c)(2)  and  the  maximum 
mortgage  amount  as  determined  by  the 
lender. 

(e)  The  additional  obligations,  if  any, 
prodded  for  in  paragraphs  (c)  and  (d)  of 
this  section  shall  be  represented  by 
promissory  notes  on  forms  approved  by 
the  Commissioner.  Such  notes  shall  not 
be  due  and  payable  until  the  maturity 
date  of  the  mortgage  to  be  insured 
pursuant  to  this  part,  but  may  be 
prepaid  fiom  surplus  cash  and  in 
accordance  with  the  conditions 
prescribed  in  the  regulatory  agreement 
between  the  lender  and  the  mortgagor. 

S  255.21 1  Maximum  mortgage  amounts. 

In  addition  to  the  limitations  in 
paragraphs  (c)  and  (d)  of  this  section,  a 
mortgage  may  not  involve  a  principal 
obligation  in  excess  of  the  lesser  of  the 
following 

(a)  Dollar  limitations  on  units. 

(1)  The  total  of  the  amoimts  per  family 
dwelling  unit  for  other  than  elevator 
type  structures  (excluding  exterior  land 
improvements  as  defined  by  the 
Commissioner)  depending  upon  the 
number  of  bedrooms,  whch  may  be: 
$19,500  per  family  unit  without  a 
bedroom,  $21,600  per  family  unit  with 
one  bedroom,  $25,800  per  family  unit 
with  two  bedrooms,  $31,800  per  family 
unit  with  three  bedrooms,  $36,000  per 
family  unit  with  four  or  more  bedrooms. 

(2)  The  dollar  amount  limitations  per 
fa^ly  unit  provided  in  paragraph  (a)(1) 
of  this  section  may  be  increased  by  up 
to  20  percent  if  such  increase  is 


necessary  to  account  for  the  cost  of  the 
purchase  and  installation  of  a  solar 
energy  system. 

(3)  Increased  mortgage  amount — 
elevator  type  structures.  In  order  to 
compensate  for  the  higher  costs  incident 
to  construction  of  elevator  type 
structures  of  sound  standards  of 
construction  and  design,  the  lender  may, 
pursuant  to  guidelines  issued  by  the 
Commissioner,  increase  the  dollar 
amount  limitations  per  family  unit  for 
these  type  structures  to  not  in  excess  of: 
$22,500  per  family  unit  without  a 
bedroom,  $25,200  per  family  unit  with 
one  bedroom,  $30,900  per  family  unit 
with  two  bedrooms,  $38,700  per  family 
imit  with  three  bedrooms,  $43,758  per 
family  unit  with  four  or  more  bedrooms. 

(4)  Increased  mortgage  amount— high 
cost  areas,  (i)  In  any  geographical  area 
where  the  Commissioner  finds  cost 
levels  so  require,  the  Commissioner  may 
increase,  by  not  to  exceed  75  percent, 
the  dollar  amount  limitations  set  forth  in 
paragraphs  (a)  (1)  and  (3)  of  this  section. 
In  such  high  cost  areas,  where  the 
Commissioner  determines  it  necessary 
on  a  project-by-project  basis,  the 
Commissioner  may  increase  these  dollar 
amount  limitations  by  not  to  exceed  90 
percent 

(ii)  If  the  Commissioner  finds  that 
because  of  high  costs  in  Alaska,  Guam, 
or  Hawaii,  it  is  not  feasible  to  construct 
dwellings  without  the  sacrifice  of  soimd 
standards  of  construction,  design,  and 
livflbility  within  the  limitations  of 
maximum  mortgage  amounts  provided 
in  this  section,  the  principal  obligation 
of  mortgages  may  be  increased  in  such 
amoimts  as  may  be  necessary  to 
compensate  for  such  costs  but  not  to 
exceed  in  any  event  the  maximum, 
including  hi^  cost  area  increases,  if 
any,  otherwise  applicable  by  more  than 
one-half  thereof. 

(b)  Value.  An  amount  not  exceeding 
85  percent  of  the  lender’s  estimate  of 
value. 

(1)  The  final  estimate  of  value  for  the 
purpose  of  this  section  shall  result  firom 
consideration  of  three  indicators  of 
value: 

(1)  The  estimated  market  value  of  the 
project  by  capitalization; 

(ii)  The  estimated  market  value  by 
direct  sales  comparison; 

(iii)  The  total  estimated  replacement 
cost  of  the  project  (without  deducting 
depreciation). 

(2)  Capitalization  will  use  net  income 
which  results  firom  market  rents 
estimated  by  comparison  with 
unsubsidized  projects,  capitalized  at 
rates  extracted  fiom  market 
transactions  of  comparable  properties. 
Market  value  by  direct  sales  comparison 
will  be  estimated  by  comparison  of  the 
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subject  property  with  competing 
properties  recently  sold,  using  at  least 
two  units  of  comparison  The  total 
estimated  replacement  Cost  Cf  the 
project  (before  depreciation)  provides 
only  an  upper  limit  The  final  estimate  of 
value  must  lie  between  that  indicated  by 
capitalization  and  that  indicated  by 
direct  sales  comparison,  but  in  no  event 
shall  the  final  estimate  of  value  exceed 
the  total  estimated  replacement  cost  of 
the  project. 

(c)  Property  to  be  refinanced.  If  the 
property  is  to  be  refinanced  by  the 
insured  mortgage  without  a  change  of 
ownership,  or,  if  property  is  sold  to  a 
purchaser  who  has  an  identity  of 
interest  with  the  seller  and  the  purchase 
is  to  be  financed  with  the  insured 
mortgage,  then  the  maximum  mortgage 
amount  shall  not  exceed  the  greater  of: 

(1)  70  percent  of  the  lender's  estimate 
of  value  of  the  project,  or, 

(2)  The  cost  to  refinance  the  existing 
indebtedness  which  will  consist  of  the 
following  items,  the  eligibility  and 
amounts  of  which  must  be  determined 
by  the  lender. 

(i)  The  amount  required  to  pay  off  the 
existing  indebtedness; 

(ii)  An  amount  for  the  initial  deposit 
for  the  reserve  fund  for  replacements: 

(iii)  Reasonable  and  customary  legal, 
organizational,  title,  and  recording 
expenses,  including  discounts  charged 
by  the  lender, 

(iv)  The 'estimated  repair  costs,  if  any, 
including  the  estimated  cost  of  installing 
safety  and  fire  prevention  components, 
as  defined  by  the  Commissioner,  in  the 
project: 

(v)  Architect’s  municipal  inspection 
and/or  engineering  fees. 

(d)  Property  to  be  acquired.  If  the 
project  is  to  be  acquired  by  the 
mortgagor  and  the  purchase  price  is  to 
be  financed  with  the  insured  mortgage, 
the  maximum  amount  shall  not  exceed 
85  percent  of  the  cost  of  acquisition  as 
determined  by  the  lender.  Ilie  cost  of 
acquisition  shall  consist  of  the  following 
items  (to  the  extent  that  each  item  is 
paid  by  the  purchaser  separately  fi'om 
the  purchase  price),  the  eligibility  and 
amounts  of  which  must  be  determined 
by  the  lender 

(1)  Purchase  price  as  indicated  in  the 
pun^ase  agreement; 

(2)  An  amount  for  the  initial  deposit  to 
the  reserve  fund  for  replacements; 

(3)  Reasonable  and  customary  legal, 
organizational,  title,  and  recording 
expenses,  including  discounts  charged 
by  the  lender,  as  permitted  by  the 
Commissioner, 

(4)  The  estimated  repair  cost,  if  any, 
including  the  estimated  cost  of  instaUing 
fire  prevention  and  safety  components. 


as  defined  by  the  Commissioner,  in  the 
project; 

(5)  Architect’s  and  engineer’s  fees, 
municipal  inspection  fees,  and  any  other 
required  professional  or  inspection  fees. 

(e)  Debt  service.  An  amount  that  can 
be  amortized  by  85  percent  of  the 
projected  net  income  of  the  project  after 
payment  of  operating  expenses  and 
taxes. 

(f)  Reduced  mortgage  amount — 
leaseholds.  In  the  event  the  mortgage  is 
secured  by  a  leasehold  estate  rather 
than  a  fee  simple  estate,  the  value  of  the 
property  described  in  the  mortgage  shall 
be  the  value  of  the  leasehold  estate  (as 
determined  by  the  lender)  which  shall  in 
all  cases  be  less  than  the  value  of  the 
property  in  fee  simple. 

S255JZ12  Maturity. 

The  mortgage  shall  have  a  maturity 
satisfactory  to  the  lender,  not  less  than 
10  years,  nor  shall  it  exceed  the  lesser  of 
35  years  or  75  percent  of  the  estimated 
remaining  economic  life  of  the  physical 
improvements.  The  term  of  the  mortgage 
shall  begin  on  the  first  day  of  the  second 
month  following  the  date  of 
endorsement  of  the  mortgage  for 
insurance  upon  completion. 

S  255.213  Payment  requirements. 

Method  of  payment.  The  mortgage 
shall  provide  for  monthly  payments  on 
the  first  day  of  each  month  on  accoimt 
of  interest  and  principal  and  shall 
provide  for  payments  in  accordance 
with  an  amortization  plan  as  agreed 
upon  by  the  mortgagor,  and  the  lender, 
llie  Commissioner  may  prohibit  specific 
types  of  mortgage  instruments  which 
would  have  the  effect  of  automatically 
adjusting  the  mortgage  interest  rate  as 
established  at  time  of  endorsement  of 
the  loan  pursuant  to  S  255.214. 

§  255ut14  Maximum  mortgage  interest 
rate. 

(a)  Commitments  to  insure  shall  be 
issued  at  an  interest  rate  not  exceeding 
any  HUD  maximiun  limit  applicable  to 
Section  223(f)  loans  at  the  time  of 
commitment. 

(b)  The  insured  mortgage  shall  bear 
interest  at  such  rate  as  may  be  agreed 
upon  by  the  mortgagor  and  the  lender 
but  such  rate  shall  not  exceed  the  rate 
specified  in  the  commitment  to  insure. 

At  the  option  of  the  lender,  it  may  issue 
an  amended  commitment  to  insure  at  a 
higher  or  lower  interest  rate.  If  the 
amended  commitment  is  to  insure  at  a 
higher  rate,  such  higher  rate  shall  not 
exceed  the  maximum  rate  in  efiect  at 
the  time  of  the  issuance  of  the  amended 
commitment  which  shall  be  no  later 
than  the  date  that  the  mortgage  is 
endorsed  for  insurance.  The  lender  shall 


only  request  a  commitment  to  insure  a 
mortgage  at  a  higher  rate  than  that 
specified  in  the  original  commitment  to 
insure  if  it  is  determined  by  the  lender 
that  the  project  which  is  the  security  for 
the  mortgage  will  be  able  to  charge  the 
increased  rentals  required  to  amortize  a 
mortgage  at  the  higher  rate  without 
adversely  affecting  the  economic 
soundness  of  the  project  Such  increase 
in  the  interest  rate  requires  reprocessing 
of  the  application  in  order  to  determine 
the  new  debt  service  limitation  and, 
where  appropriate,  a  new  capitalization 
rate  and  value. 

§  255.215  Mortgage  to  cover  the  entire 
property. 

The  mortgage  shall  cover  the  entire 
property  included  in  the  housing  project 

§  255.216  Covenant  for  hazard  insurance. 

The  mortgage  shall  contain  a 
covenant  acceptable  to  the 
Commissioner  binding  the  mortgagor  to 
keep  the  property  insured  by  a  standard 
policy  or  policies  against  loss  from  fire 
and  such  other  hazards  as  the  lender, 
upon  the  insurance  of  the  mortgage,  may 
stipulate,  in  an  amoimt  which  will 
comply  with  the  coinsiurance  clause 
applicable  to  the  location  and  character 
of  the  property,  but  not  less  than  80 
percent  of  the  actual  cash  value  of  the 
insurable  improvements  and  equipment 
of  the  project.  The  policies  evidencing 
such  insurance  shall  have  attached 
thereto  a  standard  mortgagee  clause 
making  loss  payable  to  the  lender  and 
the  Commissioner  as  their  interests  may 
appear. 

§  255.217  Soundness  of  project 

No  mortgage  shall  be  accepted  for 
insurance  unless  the  lender  finds  that 
the  property  or  project  with  respect  to 
which  ^e  mortgage  is  executed  is 
economically  sound,  except  that  as  to 
mortgages  covering  property  located  in 
Alaska,  or  in  Guam,  or  in  Hawaii,  no 
mortgage  shall  be  accepted  for 
insurance  unless  the  lender,  with  prior 
notice  to  the  Commissioner  finds  that 
the  property  or  project  is  an  acceptable 
risk  giving  consideration  to  the  acute 
housing  shortage  in  Alaska,  or  in  Guam, 
or  in  Hawaii. 

§  255J218  Accumulation  of  accruals. 

(a)  The  mortgage  shall  provide  for 
payments  by  the  mortgagor  to  the  lender 
on  each  interest  payment  date  of  an 
amount  sufficient  to  accumulate  in  the 
hands  of  the  lender  one  payment  period 
prior  to  its  due  date,  the  next  annual 
mortgage  insurance  premium.  Such 
payments  shall  continue  only  so  long  as 
the  contract  of  coinsurance  shall  remain 
in  effect. 
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(b)  The  mortgage  shall  provide  for 
such  equal  monthly  payments  by  the 
mortgagor  to  the  lender  as  will  amortize 
the  ground  rents,  if  any,  and  the 
estimated  amount  of  all  taxes,  water 
rates  and  special  assessments,  if  any, 
and  fire  and  other  hazard  insurance 
premiums,  within  a  period  ending  one 
month  prior  to  the  date  on  which  the 
same  become  delinquent,  the  mortgage 
must  also  make  provisions  for 
adjustments,  in  case  the  estimated 
amount  of  such  taxes,  water  rates  and 
assessments,  and  insurance  premiums 
shall  prove  to  be  more,  or  less  than  the 
actual  amount  thereof  so  paid  by  the 
mortgagor. 

§  255.219  Application  of  mortgage 
payments. 

The  mortgage  shall  provide  that  all 
monthly  payments  being  made  by  the 
mortgagor  to  the  lender  shall  be  added 
together  and  the  aggregate  thereof  shall 
be  paid  by  the  mortgagor  upon  each 
monthly  payment  date  in  a  single 
payment.  The  lender  shall  apply  all 
payments  received  from  the  mortgagor 
or  for  the  account  of  the  mortgagor  to 
the  following  items  in  the  order  set  forth: 

(a)  Premium  charges  under  the 
contract  of  insurance,  where  applicable. 

(b)  Ground  rents,  taxes,  special 
assessments  and  fire  and  other  hazard 
insurance  premiums. 

(c)  Interest  on  the  mortgage. 

(d)  Amortization  of  the  principal  of 
the  mortgage. 

§  225.220  Prepayment  privileges. 

The  mortgage  may  establish  such 
conditions  or  penalties  for  prepayment 
as  may  be  agreed  upon  by  the  lender 
and  mortgagor. 

§  225.221  Late  charges. 

The  mortgage  may  provide  for  the 
collection  by  the  lender  of  a  late  charge, 
not  to  exceed  four  cents  for  each  dollar, 
of  each  payment  to  interest  and 
principal  more  than  IS  days  in  arrears, 
or  such  other  charges  as  may  be  agreed 
to  by  the  lender  and  the  Commissioner, 
to  cover  the  extra  expense  involved  in 
handling  delinquent  payments.  Late 
charges  shall  be  separately  charged  to 
and  collected  from  the  mortgagor  and 
shall  not  be  deducted  from  any 
aggregrate  monthly  payment 

Supervision  of  Mortgagors 

§  255.222  In  generaL 

In  order  to  be  eligible  for  the  beneHt 
of  insured  fmancing  under  this  part,  a 
mortgagor  must  agree  to  be  regulated 
and  restricted  by  the  lender  as  to  rents, 
sales,  charges,  capital  structure,  rate  of 
return,  and  methods  of  operation. 


S  255.223  Raquired  supervision  of 
mortgagors. 

The  regulatory  agreement  required  by 
S  255.107  shall  provide  that  the 
following  items  are  regulated  or 
restricted: 

(a)  Capital  structure.  (1)  The  number  . 
of  shares  of  capital  stodc,  in  the  case  of 

a  corporation,  may  be  issued  in  such 
amounts  and  form  as  may  be  agreed 
upon  by  the  sponsors  and  the  lender 
prior  to  the  endorsement  of  the  mortgage 
for  insurance  and 

(2)  In  the  case  of  a  trust  entity 
beneficial  certificates  of  interest  may  be 
issued  in  such  amounts  and  form  as  may 
be  agreed  upon  by  the  mortgagor  and 
the  lender. 

(b)  Rate  of  return.  Dividends  or  other 
distributions,  as  defined  in  the  charter, 
trust  agreement,  or  regulatory 
agreement,  may  be  declared  or  made 
only  as  of  or  after  the  end  of  a 
semiannual  or  annual  fiscal  period.  No 
dividends  or  other  distributions  shall  be 
declared  or  made  except  out  of  surplus 
cash  legally  available  and  remaining 
after: 

(1)  The  payment  of:  (i)  All  sums  due  or 
currently  required  to  be  paid  imder  the 
terms  of  any  mortgage  or  note  insured 
under  this  part; 

(ii)  All  amoimts  required  to  be 
deposited  in  the  reserve  fund  for 
Replacements: 

(iii)  All  obligations  of  the  project  other 
than  the  mortgage  insured  imder  this 
part  unless  funds  for  payment  are  set 
aside  or  deferment  of  payment  has  been 
approved  by  the  lender. 

(2)  The  segregation  of:  (i)  An  amount 
equd  to  the  aggregate  of  all  special 
funds  required  to  be  maintained  by  the 
project; 

(ii)  All  tenant  security  deposits  held. 

No  distributions  of  any  kind  may  be 
made  from  borrowed  funds. 

(c)  Rents  and  charges.  No  charge  shall 
be  made  by  the  mortgagor  for  the 
accommodations,  facilities,  or  services 
offered  by  the  project  in  excess  of  those 
approved  by  the  lender,  and  subject  to 
further  review  by  the  Commissioner,  in 
writing  prior  to  Ae  opening  of  the 
project  for  rental.  In  approving  such 
charges  and  in  passing  upon  ' 
applications  for  changes,  consideration 
will  be  given  to  the  following  and 
similar  factors: 

(1)  Rental  income  necessary  to 
maintain  the  economic  soundness  of  the 
project. 

(2)  Rental  income  necessary  to 
provide  reasonable  return  on  the 
investment  consistent  with  providing 
reasonable  rentals  to  tenants. 

(d)  Methods  of  operation.  (1)  The 
mortgagor  shall  maintain  its  project,  the 
grounds,  buildings,  and  equipment 


appurtenant  thereto,  in  good  repair  and 
will  promptly  complete  necessary 
repairs  and  maintenance  as  required  by 
the  lender. 

(2)  In  all  projects,  a  fund  for 
replacement  shall  be  established  and 
maintained  with  the  lender.  The  amount 
and  type  of  such  fund  and  the  conditions 
under  which  it  shall  be  accumulated, 
replenished,  and  used,  shall  be  specified 
in  the  regulatory  agreement. 

(3)  The  mortgagor,  its  property, 
equipment,  buildings,  plans,  offices, 
apparatus,  and  devices,  books, 
contracts,  records,  documents,  and 
papers  shall  be  subject  to  inspection  and 
examination  by  the  Commissioner  and 
the  lender,  or  ^eir  authorized  agents  at 
all  reasonable  times. 

(4)  The  mortgagor  shall  execute  and 
deliver  to  the  Commissioner  or  the 
lender  a  certificate  that  the  books  and 
accounts  of  the  mortgagor  will  be 
established  and  maintained  in  a  manner 
satisfactory  to  th^  lender  on  the  date  the 
certificate  is  executed.  Such  certificate 
shall  be  to  the  effect  that  so  long  as  the 
mortgage  is  coinsured  the  mortgagor’s 
books  and  accoimts  will  be  kept  in 
accordance  with  the  requirements  of  the 
lender,  will  be  in  such  form  as  to  permit 
a  speedy  and  effective  audit  and  as  may 
otherwise  be  prescribed  by  the  lender, 
will  be  maintained  for  such  periods  of 
time  as  may  be  prescribed  by  the  lender, 
and  will  be  available  to  the 
Commissioner,  the  lender  and  to  the 
Comptroller  General  of  the  United 
States  for  such  examination  and  audits 
as  they  may  desire  to  make.  The 
mortgagor  shall  file  with  the 
Commissioner  and  the  lender  the 
following  reports  verified  by  the 
signature  of  such  officers  of  the 
mortgagor  as  the  lender  may  designate 
and  in  such  form  as  prescribed  by  the 
lender. 

(i)  Monthly  occupancy  reports,  when 
required  by  the  lender. 

(ii)  Complete  annual  financial  reports 
based  upon  examinations  of  the  books 
and  records  of  the  mortgagor,  prepared 
in  accordance  with  the  requirements  of 
the  lender,  certified  to  by  an  officer  of 
the  mortgagor  and,  when  required  by  the 
lender,  prepared  and  certified  by  a 
Certified  Public  Accountant  (or  other 
person  acceptable  to  the  lender),  such 
reports  to  be  submitted  within  sixty  (60) 
days  after  the  end  of  each  fiscal  year. 

(iii)  Specific  answers  to  questions 
upon  which  information  is  desired  from 
time  to  time  relative  to  the  actual  cost  of 
repairs  and  improvements,  the 
disposition  of  mortgage  funds,  the 
operation  and  condition  of  the  property 
and  the  status  of  the  insured  mortgage; 

(iv)  Properly  certified  copies  of 
minutes  of  meetings  of  the  directors. 
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officers,  stockholders,  shareholders,  or 
beneficiaries. 

S  255.224  Nondiscrimination  In  housing. 

The  mortgagor  shall  certify  in  the 
regulatory  agreement  required  by 
§  255.107  that  so  long  as  the  mortgage  is 
coinsured  under  this  part  the  mortgagor 
will  do  the  following: 

(a)  Agree  to  re&ain  from  utilizing 
criteria  or  methods  of  selecting  tenants 
which  discriminate  against  any  family 
by  reason  of  the  fact  that  there  are 
children  in  the  family,  unless  the  project 
was  designed  specifically  for  occupancy 
by  elderly  people:  or  discriminate 
against  any  family  by  reason  of  the  sex 
of  household  head. 

(b)  Comply  with  the  provisions  of  title 
VIII  of  the  Civil  Rights  Act  of  1968,  as 
amended,  and  regulations  issued 
pursuant  thereto,  which  prohibits 
discrimination  because  of  race,  color, 
creed,  sex,  or  national  origin,  and 
administer  the  program  and  related 
activities  in  a  manner  to  affirmatively 
further  fair  housing.  The  applicant  shall 
also  comply  with  similar  State  and  local 
fair  housing  laws  and  ordinances. 

(c)  Comply  with  the  provisions  of 
Executive  Order  11063  on  Equal 
Opportunity  in  Housing  which  deals 
with  preventing  discrimination  on  the 
basis  of  race,  color,  creed  or  national 
origin  in  housing  and  related  facilities 
provided  through  Federal  financial 
assistance  and  all  regulations  issued 
pursuant  thereto. 

(d)  Not  rent  permit  the  rental  or 
permit  the  ofiering  for  rental  of  the 
housing,  or  any  part  thereof,  covered  by 
such  mortgage,  for  transient  or  hotel 
purposes.  For  the  duration  of  the 
regulatory  agreement  the  term  rental  for 
transient  or  hotel  purposes  shall  mean 

(1)  rental  for  any  period  less  than  30 
days,  or  (2}  any  rental,  if  the  occupants 
of  the  housing  accommodations  are 
provided  customary  hotel  services,  such 
as  room  service  for  food  and  beverages, 
maid  service,  furnishing  and  laundering 
of  linens,  and  bellboy  service: 

(e)  Not  sell  the  project  as  long  as  the 
mortgage  is  coinsured  under  this  part 
unless  the  purchaser  also  certifies  under, 
oath  as  is  required  by  this  section. 

§  255.225  Discrimination  in  employment 

The  mortgagor  shall  certify  (on  a  form 
approved  by  the  Department)  that  he  (it) 
will  not  discriminate  on  the  basis  of 
race,  color,  creed,  sex  or  national  origin 
against  any  employee  or  applicant  for 
employment.  Any  contract  or 
subcontract  executed  for  project  repairs 
and  improvements  shall  contain  a 
provision  to  this  effect  In  addition,  the 
provisions  of  Executive  Order  11246  and 


title  24  CFR  Part  130  shall  apply,  when 
appropriate,  to  such  contracts. 

§  255.226  Covenant  regarding  use  of 
property. 

The  mortgage  shall  contain  a 
covenant  prohibiting  the  use  of  the 
property  covered  thereby  for  any 
purpose  other  than  that  for  which  it  was 
intended  at  date  file  mortgage  was 
executed. 

Property  Requirements 

§255.227  Eligibility  of  property. 

(a)  A  mortgage  to  be  eligible  for 
insurance  shall  be  on  real  estate  held: 

(1)  In  fee  simple:  or 

(2)  On  the  interest  of  the  lessee  under 
a  lease  for  not  less  than  99  years,  which 
is  renewable:  or 

(3)  Under  a  lease  having  a  period  of 
not  less  than  75  years  to  run  from  the 
date  the  mortgage  is  executed:  or 

(4)  Under  a  lease  executed  by  a 
governmental  agency,  or  such  other 
lessor  as  the  Commissioner  may 
approve  for  the  maximum  term 
consistent  with  the  legal  authority  for 
the  execution  of  such  lease,  provided 
that  the  term  of  any  such  lease  shall  run 
for  a  period  of  not  less  than  50  years 
from  the  date  the  mortgage  is  executed. 

(b)  The  property  constituting  security 
for  the  mortgage  must  be  held  by  an 
eligible  mortgagor  as  herein  defined  and 
must  at  thq  time  the  mortgage  is  insured 
be  free  and  clear  of  other  liens  except 
those  approved  by  the  lender. 

§  255.228  Development  of  property. 

(a)  Obligation  of  the  mortgagor.  The 
mortgagor  shall  be  obligated  to  either 
purchase  or  refinance  existing  housing 
and  make  such  repairs  and 
improvements  as  are  deemed  necessary 
by  the  lender.  The  property  must  not 
require  substantial  rehabifitation  as 
hereinafter  defined.  The  property, 
including  improvements,  shall  comply 
with  any  material  zoning  or  deed 
restrictions  applicable  to  the  project  site 
and  with  all  applicable  building  and 
other  governmental  regulations. 

(b)  Displacement.  In  accordance  with 
the  policy  of  minimizing  displacement  in 
the  conduct  of  its  programs,  the 
mortgagor’s  application  shall  include  a 
plan  to  minimize  involuntary 
displacement  of  tenants,  if  it  is 
contemplated  that  repairs  financed  with 
insured  mortgage  proceeds  will  cause 
involuntary  displacement. 

(c)  Properties  requiring  substantial 
rehabilitation.  Properties  requiring 
substantial  rehabilitation  are  those 
properties  which  do  not  provide  safe 
and  adequate  shelter,  and  in  their 
present  condition  endanger  the  health 
and  well-being  of  the  occupants.  Such 


housing  has  a  critical  defect  or 
combination  of  critical  defects  requiring 
extensive  repair  or  rebuilding,  or 
necessitating  required  repairs,  the  cost 
of  which  would  exceed  the  greater  of: 

(1)  15  percent  of  the  property’s  value 
after  repairs:  or 

(2)  $3,000  per  dwelling  unit,  or  such 
higher  amount  that  the  Commissioner 
determines  is  justified  when  compared 
with  amounts  expended  in  the  area  for 
the  majority  of  other  rehabilitation 
projects  assisted  by  the  Department 

(d)  Costs  of  replacement  items  and 
fire  safety  equipment.  In  determining 
whether  a  property  exceeds  the 
substantial  rehabilitation  threshold 
described  in  paragraphs  (c)(1)  and  (2)  of 
this  section,  the  lender  may  exempt  from 
the  total  which  must  not  exceed  the 
threshold,  the  purchase  price  but  not  the 
installation  cost  of  the  following  specific 
items  of  replacement  or  fire  safety 
equipment: 

(1)  Replacement  of: 

(1)  Ranges/hoods, 

(ii)  Ovens, 

(iii)  Refrigerators, 

(iv)  Garbage  disposals,  and 

(v)  Dishwashers. 

(2)  Fire  safety  equipment  required  by 
Federal,  State  or  loc^  law. 

(e)  Critical  defect.  As  used  herein,  the 
term  “critical  defect”  shall  include,  but 
is  not  limited  to:  Holes,  open  cracks,  or 
loose  or  missing  material  over  a  large 
area  of  outside  walls,  roof,  chimney, 
inside  walls,  floors  or  ceilings: 
insubstantial  or  sagging  floors,  walls  or 
roof:  extensive  damage  by  storm,  fire  or 
flood:  inadequate  or  potentially 
hazardous  utility  systems  and 
equipment:  a  lack  of  hot  running  water, 
a  usable  flush  toilet,  a  tub  or  shower. 

(f)  Minimum  number  of  units.  A 
project  shall  consist  of  not  less  than  five 
dwelling  units. 

(g)  Date  of  application.  In  order  to  be 
eligible  for  mortgage  insurance  under 
this  part,  3  years  must  have  elapsed 
from  the  date  of  completion  of  the 
project  or  beginning  of  occupancy 
(whichever  is  later)  to  the  date  of 
application  for  mortgage  insurance. 

(h)  Financial  viability.  The  project 
shall  have  attained  sustaining 
occupancy  (occupancy  that  would 
produce  rental  income  sufficient  to  pay 
operating  expenses,  annual  debt  service 
and  reserve  fund  for  replacement 
requirements)  as  determined  by  the 
lender,  prior  to  endorsement  of  the 
project  for  insurance:  or  else  the 
mortgagor  shall  provide  an  operating 
deficit  fund  at  file  time  of  endorsement 
for  insurance,  in  an  amount,  and  under 
an  agreement,  approved  by  the  lender. 
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§  255.229  Commercial  facilities. 

The  project  may  include  only  such 
commercial  and  community  facilities  as 
the  lender  determines  will  be  adequate 
and  appropriate  to  serve  the  occupants. 

In  no  event  shall  net  rentable 
commercial  area  exceed  20  percent  of 
the  total  net  rentable  area,  both 
commercial  and  residential. 
Notwithstanding  the  above,  this 
limitation  may  be  waived,  for  good 
cause,  by  the  Commissioner. 

Title 

§  255.230  Eligibility  of  title. 

In  order  for  the  mortgaged  property  to 
be  eligible  for  insurance,  the  lender  must 
determine  that  marketable  title  thereto 
is  vested  in  the  mortgagor  as  of  the  date 
the  mortgage  if  filed  for  record.  The  title 
evidence  will  be  examined  by  the  lender 
and  the  original  endorsement  of  the 
credit  instrument  for  insurance  will  be 
evidence  of  its  acceptability. 

§  255.231  Title  evidence. 

Upon  insurance  of  the  mortgage,  the 
mortgagor  shall  furnish  to  the  lender  a 
survey  of  the  mortgaged  property, 
satisfactory  to  the  lender,  and  a  policy 
of  title  insurance  covering  such 
property,  as  provided  in  paragraph  (a)  of 
this  section.  If,  for  reasons  the  lender 
deems  satisfactory,  title  insurance 
cannot  be  furnished,  the  mortgagor  shall 
furnish  such  evidence  of  title  in 
accordance  with  subparagraph  (2),  (3), 
or  (4)  of  this  paragraph,  as  the  lender 
may  require.  Any  policy  of  title 
insurance,  or  evidence  of  title  required  , 
under  this  section  shall  be  furnished 
without  expense  to  the  lender.  The  types 
of  title  evidence  are: 

(a)  A  policy  of  title  insurance  issued 
by  a  company  and  in  a  form  satisfactory 
to  the  lender.  The  policy  shall  name  as 
the  insured  the  lender  and  the  mortgagor 
as  their  interests  may  appear.  The  policy 
shall  provide  that  upon  acquisition  of 
title  by  the  lender,  it  will  become  an 
owner’s  policy  naming  to  the  lender. 

(b)  An  abstract  of  title  satisfactory  to 
the  lender,  prepared  by  an  abstract 
company  or  individual  engaged  in  the 
business  of  preparing  abstracts  of  title, 
accompanied  by  the  legal  opinion 
satisfactory  to  the  lender  as  to  the 
quality  of  such  title,  signed  by  an 
attorney  at  law  experienced  in  the 
examination  of  titles. 

(c)  A  Torrens  or  similar  title 
certificate. 

(d)  Evidence  of  title  conforming  to  the 
standards  of  a  supervising  branch  of  the 
Government  of  the  United  States  of 
America,  or  of  any  State  or  territory 
thereof. 


Cost  Certification  Requirements 

§  255.232  Agreement  to  certify  cost 
requirements. 

Prior  to  commencement  of  repairs  and 
endorsement  of  the  loan  the  lender  shall 
enter  into  an  Agreement  and 
Certification  with  the  mortgagor  in  form 
and  content  satisfactory  to  the 
Commissioner  for  the  purpose  of 
precluding  any  excess  of  mortgage 
proceeds  over  statutory  and  regulatory 
limitations.  Under  this  agreement,  the 
mortgagor  shall  agree: 

(a)  To  execute  a  certificate  of  actual 
costs,  upon  completion  of  all  physical 
improvements  on  the  mortgaged 
property,  in  accordance  with  §  225.235 
of  this  part. 

(b]  To  accept  the  mortgage  loan 
reduced  by  the  amount,  if  any,  required 
by  §  255.239 

§  255.235  Certificate  of  actual  cost- 
contents  in  general. 

(a)  Submission  of  certificate.  The 
mortgagor's  certificate  of  actual  cost,  in 
a  form  approved  by  the  Commissioner, 
shall  be  submitted  to  the  lender  prior  to 
endorsement  and  upon  completion  of 
the  improvements  to  the  satisfaction  of 
the  lender.  Cost  certification  is  not 
required  in  those  refinancing 
transactions  where  70  percent  of  value 
is  the  controlling  mortgage  limitation. 

(b)  The  certiHcate  shall  show  the 
actual  cost  to  the  mortgagor  of  acquiring 
the  property  or  reHnancing  property 
which  secures  an  existing  indebtedness. 
Items  which  shall  be  included  if  paid  by 
the  mortgagor  in  acquiring  property  are 
listed  in  $  255.211(d).  Items  which  shall 
be  included  if  paid  by  the  mortgagor  in 
refinancing  property  are  listed  in 

§  255.211(c)(2)  of  this  chapter. 

(c)  The  certificate  shall  be  verified  by 
an  independent  certified  public 
accountant,  or  by  an  independent  public 
accountant  licensed  by  a  regulatory 
authority  of  a  State  or  other  political 
subdivision  on  or  prior  to  December  31. 
1970. 

§  255.239  Reduction  in  mortgage  amount 

If  the  principal  obligation  of  the 
mortgage  exceeds  the  applicable 
statutory  percentage  of  the  approved 
actual  cost,  as  reflected  in  this  part  the 
mortgage  shall  be  reduced  by  the 
amount  of  such  excess  prior  to 
endorsement  for  insurance  upon 
completion. 

§  255.240  Requisites  of  certification  of 
actual  costs. 

Any  statement  of  certification 
required  by  8  255.232  shall  specifically 
state  that  it  has  been  made,  presenteii 
and  delivered  for  the  purpose  of 
influencing  an  official  action  of  the 


Commissioner  and  may  be  relied  upon 
by  the  Commissioner  and  the  lender  as 
a  true  statement  of  the  facts  contained 
therein. 

8  255.241  Cost  certification  incontestable. 

Upon  the  lender’s  approval  of  the 
mortgagor’s  certification,  such 
certification  shall  be  final  and 
incontestable  except  for  fraud  or 
material  misrepresentation  on  the  part 
of  the  mortgagor. 

Subpart  D— Contract  Rights  and 
Obligations 

8  255.401  Insurance  endorsement  of 
mortgage. 

Upon  compliance  with  a  commitment 
the  Commissioner  will  insure  the  lender 
against  a  portion  of  losses  resulting  firom 
nonpayment  of  the  debt,  evidencing  the 
insurance  by  an  appropriate 
endorsement  by  the  Commissioner 
placed  on  the  original  credit  instnunent 
which  will  identify  the  regulations  under 
which  the  loan  is  insured  and  the  date  of 
insurance.  To  obtain  insurance 
endorsement,  the  lender  shall  certify  to 
completion  of  repairs  and 
improvements,  and  inspection  thereof, 
and  satisfaction  of  all  conditions  of  the 
commitment,  as  evidenced  by 
submission  to  the  Commissioner  of  the 
commitment  and  supporting  documents, 
such  as  note,  mortgage,  and  any  other 
exhibits  required  by  the  terms  of  the 
commitment.  The  mortgage  shall  be 
insured  fi'om  the  date  of  ffie 
endorsement  of  the  credit  instnunent  by 
the  Commissioner.  The  Commissioner 
and  the  lender  shall  thereafter  be  bound 
by  the  regulations  in  this  part  with  the 
same  force  and  to  the  same  extent  as  if 
a  separate  contract  had  been  executed 
relating  to  the  insured  mortgage, 
including  the  provisions  of  die 
regulations  in  this  subpart  and  of  the 
Act. 

Mortgage  Insurance  Premiums 

8  255.402  Amount  of  MIP  to  be  collected 
from  the  mortgagor. 

The  lender  shall  collect  from  the 
mortgagor  an  MIP  from  the  date  of  the 
contract  of  coinsurance  which  shall  not 
exceed  an  initial  MIP  of  1  percent  of  the 
principal  obligations  for  the  first  year  of 
the  mortgage  and  0.5  percent  per  annum 
of  the  amount  of  the  principal  obligation 
of  the  mortgage  outstanding  at  any  time 
thereafter,  without  taking  into  account 
delinquent  payments  or  prepayments. 

8  255.403  Method  of  payment  of  MIP. 

The  payment  of  any  MIP  under  this 
subpart  shall  be  made  to  the 
Commissioner  by  the  lender  in  cash  or 
debentures.  The  MIP  will  be  paid 
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annually  on  a  level  percentage  of  the 
declining  principal  balance. 

9  255.404  Annual  payment  of  MIP  on  a 
level  percentage  of  the  declining  principal  , 
balance. 

From  the  proceeds  of  the  premium 
collections  authorized  in  §  255.402,  the 
lender  shall  pay  to  the  Commissioner  on 
the  effective  date  of  the  contract  of 
coinsiuance,  a  First  year  mortgage 
insurance  premium,  covering  a  period  of 
1  year,  equal  to  0.75  percent  of  the 
outstanding  principal  balance  of  the 
mortgage.  Each  year  thereafter,  the 
lender,  on  the  anniversary  date  of  the 
contract  of  coinsurance  shall  pay  a 
premium  for  the  following  year,  equal  to 
0.38  percent  per  annum  of  the  average 
outstanding  principal  obligation  of  the 
mortgage,  without  taking  into  account 
delinquent  payments  or  prepayments. 

All  premiums  are  payable  in  advance 
and  no  refund  can  be  made  of  any 
portion  thereof  except  as  hereinafter 
provided  in  §  255.406. 

9255.405  Duration  of  MIP. 

The  MIP  under  9  255.405  shall 
continue  annually  until  the  earliest  date 
on  which  one  of  die  following  occurs: 

(a)  The  mortgage  is  paid  in  full. 

(bj  A  deed  to  the  lender  is  filed  for 
record,  or 

(c)  The  contract  of  coinsurance  is 
otherwise  terminated  with  the  consent 
of  the  Commissioner. 

9  255.406  Pro  rata  payment  of  annual  MIP. 

(a)  If  the  contract  of  coinsurance  is 
terminated  by  prepayment  or  voluntary 
termination  after  die  due  date  of  the 
initial  first  year  MIP  due  in  accordance 
with  §  255.405,  the  Commissioner  shall 
refund  to  the  lender  for  the  account  of 
the  mortgagor  that  portion  of  the  current 
annual  MIP  applicable  to  the  portion  of 
the  year  subsequent  to  the  date  of 
termination. 

(b)  For  the  purpose  of  computing  the 
pro  rata  portion  of  the  annual  MIP,  the 
date  of  termination  of  coinsurance  shall 
be  the  last  day  of  the  month  in  which 
the  mortgage  was  prepaid  or  a  voluntary 
termination  request  is  received  by  the 
Commissioner. 

9  255.407  Late  charge-payment  of  MIP. 

Mortgage  insurance  premiums  which 
are  paid  to  the  Commissioner  more  than 
15  days  after  the  billing  date  or  due 
date,  whichever  is  later,  shall  include  a 
late  charge  of  4  percent  of  the  amount  of 
the  payment  due. 

Default  Under  the  Mortgage 

9255.410  Definition  of  default 

The  following  shall  be  considered  a 
default  under  this  subpart: 


(a)  Failure  of  the  mortgagor  to  make 
any  payment  due  under  the  mortgage; 

(b)  Failure  of  the  mortgagor  to  perform 
any  other  covenant  under  the  provisions 
of  the  mortgage,  if  the  lender  because  of 
such  failure  has  accelerated  the  debt 

9  255.41 1  Data  of  default 

For  the  proposes  of  this  subpart  the 
date  of  default  shall  be  considered  as  30 
days  after: 

(a)  The  tirst  uncorrected  failure  to 
perform  any  obligation  under  the 
mortgage;  or 

(b)  The  first  failure  to  make  a  monthly 
payment  which  is  not  covered  by 
subsequent  payments  made  by  the 
mortgagor  when  such  subsequent 
payments  are  applied  to  the  overdue 
monthly  payments  in  the  order  in  which 
they  became  due. 

9255.412  Notica  of  default 

The  lender  shall,  within  30  days  after 
the  date  of  default  as  defined  in  this 
part  give  written  notice  thereof  to  the 
Commissioner  on  a  form  prescribed  by 
him,  unless  such  default  has  been  cured 
or  imless  the  Commissioner  has  been 
notified  of  a  previous  default  which 
remains  uncured. 

9  255.413  Reinstatement  of  a  defaulted 
mortgage. 

If  after  default  and  prior  to  the 
completion  of  foreclosure  proceedings 
the  mortgagor  shall  cure  the  default,  the 
insurance  shall  continue  as  if  a  default 
had  not  occurred.  The  mortgagor  shall 
pay  to  the  lender  such  expenses  as  the 
lender  has  incurred  in  connection  with 
the  foreclosure  proceedings  and  the 
lender  shall  give  written  notice  of 
reinstatement  to  the  Commissioner. 

9  255.414  Forbearance  relief. 

A  mortgagor  and  a  lender  may  enter 
into  an  agreement  for  the  reduction  or 
suspension  of  regular  mortgage 
payments  according  to  standards  set 
forth  by  the  Commissioner:  Provided, 
That  during  such  periods  of  modification 
of  terms  or  forbearance,  all  moneys 
received  from  rents  or  other  sources 
must  be  applied  toward  the  payment  of 
operating  costs,  with  any  receipts  in 
excess  of  operating  costs  applied  during 
such  period  to  payments  required  under 
the  mortgage.  During  periods  of 
modification  in  mortgage  terms  or 
forbearance  in  requiring  payment-in-full 
of  all  payments  when  due  under  the 
mortgage,  the  mortgagor  shall  agree  that 
no  distribution  or  dividends  shall  be 
payable  by  the  mortgagor  to  any 
shareholder,  partner,  or  other  investor  in 
the  mortgagor  entity. 


Termination 

9  255.4 1 5  Termination  of  coinsurance 
contract 

The  contract  of  coinsurance  for  each 
individual  mortgage  shall  be  terminated 
if: 

(a)  The  mortgage  is  paid  in  full  at 
maturity  or  is  prepaid  in  full; 

(b)  The  lender  acquires  the  mortgaged 
property  and  notifies  the  Commissioner 
that  no  claim  for  insurance  benefits  will 
be  made; 

(c)  After  foreclosure  the  property  is 
redeemed; 

(d)  The  property  is  acquired  at  a 
foredosure  sale  by  a  party  other  than 
the  lender,  or 

(ej  The  mortgagor  and  lender  jointly 
request  termination. 

9  255.416  Notice  and  date  of  termination 
by  Commissioner. 

The  Commissioner  shall  notify  the 
lender  that  the  contract  of  coinsurance 
on  a  mortgage  has  been  terminated  and 
establish  the  effective  termination  date. 
The  termination  date  shall  be  the  last 
day  of  the  month  in  which  any  one  of 
the  following  events  occun 

(a)  The  date  foreclosure  proceedings 
were  instituted,  or  the  property 
otherwise  acquired  by  the  lender,  if  the 
lender  notifies  the  Commissioner  that  no 
claim  for  insurance  benefits  will  be 
made; 

(b)  The  date  the  mortgage  was  paid 
off  at  maturity  or  was  prepaid  in  full; 

(c)  The  date  a  voluntary  termination 
request  was  received  by  the 
Commissioner. 

9  255.417  Effect  of  termination. 

Upon  termination  of  the  contract  of 
insurance,  the  obligations  to  pay  any 
subsequent  MIP  shall  cease  and  all 
rights  of  the  mortgagor  and  lender 
pursuant  to  said  contract  for  insurance 
shall  be  terminated. 

Claim  Procedure 

9  255.420  Acquisition  of  property. 

After  any  time  after  the  default  of  the 
mortgage  and  the  determination  by  the 
lender  to  accelerate  the  total  principal 
amount  of  the  mortgage,  the  lender,  at 
its  election,  shall  (if  no  other  eligible 
entity  has  assumed  the  obligations  of 
the  mortgagor)  either  (a)  commence 
foreclosure  of  the  mortgage;  or  (b) 
acquire  possession  of.  and  title  to,  the 
mortgage  property  by  means  other  than 
foreclosure.  The  lender  shall  notify  the 
Commissioner  of  its  action  at  the  time  it 
makes  its  election  either  to  commence 
foreclosure  of  the  mortgage  or  acquire 
possession  and  title  by  oAer  means. 


Federal  Register  /  Vol.  45,  No.  129  /  Wednesday,  July  2,  1980  /  Rules  and  Regulations 


45127 


§  255.421  Deed  in  lieu  of  foreclosure. 

In  lieu  of  instituting  or  completing  a 
foreclosure,  the  lender  may  acquire 
property  by  voluntary  conveyance  from 
the  mortgagor.  Conveyance  of  the 
property  by  deed  in  lieu  of  foreclosure  is 
approved  subject  to  the  following 
requirements: 

(a)  The  mortgage  is  in  default  at  the 
time  the  deed  is  executed  and  delivered; 

(b)  The  credit  instrument  is  canceled 
and  surrendered  to  the  mortgagor, 

(c)  The  mortgage  is  satisfied  of  record 
as  a  part  of  the  consideration  for  such 
conveyance;  and 

(d)  The  deed  from  the  mortgagor 
conveys  marketable  title  and  contains  a 
covenant  which  warrants  against  the 
acts  of  the  grantor  and  all  claiming  by, 
through,  or  under  him  and  conveys  good 
marketable  title. 

§  255.422  Notice  to  Commissioner 

At  the  time  the  lender  elects  to 
acquire  title  either  by  foreclosure  or 
deed  in  lieu  of  foreclosure  it  shall  give 
written  notice  to  the  Commissioner  of  its 
intention  to  file  a  claim  for  insurance 
beneHts. 

Payment  of  Insurance  Benefits 

S  255.423  Method  of  payment 

Payment  of  the  insurance  claim  shall 
be  made  in  cash  unless  the  lender  files  a 
written  request  for  payment  in 
debentures.  In  the  event  that  the  lender 
requests  debentures,  all  of  the 
provisions  of  §  207.259(e)  of  this  chapter 
shall  apply  to  mortgages  coinsured 
under  this  part. 

S  255.424  Disposition  of  property  and 
application  for  insurance  benefits. 

(a)  Upon  the  acquisition  of  marketable 
title  to  the  property  securing  a  defaulted 
mortgage  in  accordance  with  $  255.420, 
the  lender  shall  obtain  an  appraisal  of 
the  property  by  an  independent 
appraiser  accredited  by  a  national 
professional  appraisers  association.  The 
appraisal  shall  be  based  upon  the 
market  value  of  the  property  for  use  for 
the  market  originally  intended. 

(b)  After  the  lender  sells  the  property, 
or  after  the  expiration  of  12  months  from 
the  date  of  acquisition  of  title, 
whichever  occurs  first,  the  lender  may 
file  with  the  Commissioner  a  claim.for 
the  insurance  benefits  to  which  it  is 
entitled  in  accordance  with  §  255.425.  To 
be  eligible  for  payment,  a  claim  shall  be 
filed  no  later  than  15  days  after 
expiration  of  this  12  month  period. 

(c)  Upon  making  a  claim  to  the 
Commissioner  for  insurance  benefits, 
the  lender  shall  notify  the 
Commissioner,  on  an  approved  form,  of 
the  sale  of  the  property,  the  purchase 
price,  and  income  and  expenses 


incurred  in  connection  with  the 
acquisition,  repair,  operation,  and  sale 
of  the  property,  and  shall  assign  to  the 
Commissioner,  without  recourse  of 
warranty,  any  and  all  claims  (other  than 
the  mortgage  financing  such  sale)  which 
the  lender  has  acquired  in  connection 
with  the  transaction. 

(d)  If  the  property  has  not  been 
disposed  of  at  the  time  of  the  lender’s 
request  for  payment,  the  lender  shall 
utilize  the  appraised  value  of  the 
property  secured  in  accordance  with 
paragraph  (a)  of  this  section  in  its 
notification  to  the  Commissioner,  in  lieu 
of  the  sales  price. 

§  255.425  Amount  Of  payment 

(a)  The  basis  for  the  computation  of 
insurance  benefits  shall  be  the  sum  of 
the  unpaid  principal  balance  on  the  date 
of  the  institution  of  foreclosure 
proceedings  or  on  the  date  of  acquisition 
of  the  property  otherwise  after  default, 
plus  the  amount  of  all  payments  made 
by  the  lender  and  allowances  for  items 
as  set  forth  in  §  255.426  less  all  items  as 
set  forth  in  S  255.427. 

(b)  The  amount  of  the  total  insurance 
benefits  shall  be  85  percent  of  the 
amount  computed  pursuant  to  paragraph 

(a)  of  this  section. 

§  255.426  Kerns  included  in  payment 

'The  insurance  benefits  paid  shall 
include  the  following  items: 

(a)  'The  amount  of  all  payments  made 
by  the  lender  for  taxes,  special 
assessments,  and  water  rates  which  are 
liens  prior  to  the  mortgage;  for  fire  and 
hazard  insurance  on  the  property;  and 
for  any  mortgage  insurance  premiums 
paid  after  default; 

(b)  An  amount  equivalent  to 
debenture  interest  at  the  rate 
established  pursuant  to  §  255.429  on  the 
principal  of  the  mortgage  unpaid  on  the 
date  of  the  institution  of  foreclosure 
proceedings  or  on  the  date  of  the 
acquisition  of  the  property  otherwise 
after  default,  from  the  date  of  default  to 
the  date  of  acquisition  of  title; 

(c)  An  amount  equivalent  to  mortgage 
interest  on  the  principal  of  the  mortgage 
unpaid  on  the  date  of  institution  of 
foreclosure  proceedings  or  on  the  date 
of  acquisition  of  the  property  after 
default,  from  the  date  of  acquisition  to 
the  date  of  payment  of  the  insurance 
benefits; 

(d)  Costs,  actually  paid  by  the  lender 
and  approved  by  the  Commissioner,  of 
acquiring  the  property  through 
foreclosure  or  otherwise,  in  an  amount 
not  in  excess  of  two-thirds  of  such  costs, 
such  costs  shall  not  include  loss  or 
damage  resulting  from  the  invalidity  or 
unenforceability  of  the  lien  of  the 


mortgage  or  the  unmarketability  of  the 
title  of  the  mortgagor; 

(e)  Reasonable  payments  made  by  the 
lender  for. 

(1)  Preservation,  operation,  and 
maintenance  of  the  property; 

(2)  Repairs  necessary  to  meet  the 
objectives  of  the  HUD  minimum 
property  standards,  those  required  by 
local  law,  and  such  additional  repairs  as 
may  be  specifically  approved  in 
advance  by  the  Commissioner; , 

(3)  Expenses  in  connection  with  the 
sale  of  property. 

S  255.427  Hems  deducted  from  payment 

The  following  items  shall  be  deducted 
in  the  computation  of  insurance  benefits; 

(a)  An  amount  equal  to  5  percent  of 
the  outstanding  principal  balance  of  the 
mortgage  on  the  date  of  institution  of 
foreclosure  proceedings  or  on  the  date 
of  acquisition' of  the  property  otherwise 
after  default. 

(b) All  amounts  received  by  the  lender 
on  account  of  the  mortgage  after  the 
institution  of  foreclosure  proceedings  or 
the  acquisition  of  the  property  by  direct 
conveyance  or  otherwise  after  default. 

(c)  All  cash  or  funds  related  to  the 
mortgaged  property  and  held  by  the 
lender  or  its  agents  or  to  which  it  is 
entitled,  including  security  deposits  and 
escrows  made  for  the  account  of  the 
mortgagor. 

(d)  The  amount  of  any  undrawn 
balance  under  a  letter  of  credit  accepted 
by  the  lender  in  lieu  of  a  cash  deposit 
for  an  escrow  agreement. 

(e)  Any  net  income  received  by  the 
lender  fiom  the  property  securing  the 
mortgage  after  the  date  of  default. 

(f)  The  proceeds  fi-om  the  sale  of  the 
project,  except  that  if  the  lender  sells  the 
project  for  an  amoimt  less  than  the 
appraised  value  of  a  negotiated  sale  the 
amount  to  be  deducted  will  be  the 
appraised  value.  If  the  property  is  sold 
on  the  basis  of  a  competitive  bidding 
procedure  approved  by  the 
Commissioner,  the  sales  price  will  be 
deducted  notwithstanding  that  it  is 
lower  than  the  appraised  value.  If  the 
property  has  not  been  disposed  of 
within  12  months  fi'om  the  date  of 
acquisition,  the  lender  shall  use  the 
appraised  value  of  the  property  as  a 
substitute  for  the  sales  price. 

Amendments 

§  255.428  Effect  of  amendments. 

The  regulations  in  this  subpart  may  be 
amended  by  the  Commissioner  at  any 
time  and  fi'om  time  to  time,  in  whole  or 
in  part,  but  such  amendment  shall  not 
adversely  affect  the  interests  of  a  lender 
under  the  contract  of  coinsurance  on 
any  mortgage  already  coinsured  and 
shall  not  adversely  affect  the  interest  of 
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a  lender  on  any  mortgage  to  be 
coinsured  on  which  the  lender  has  made 
a  commitment  to  insure. 

Issued  at  Washington.  D.C..  June  25, 1980. 
Lawrence  B.  Simons, 

Assistant  Secretary  for  Housing — Federal 
Housing  Commissioner. 
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